This book has introduced the reader to a variety of emerging commodity market trading developments in Asia that are being driven by global changes in energy industry regulatory structures, privatization efforts, and competitive market forces. The good news is that as world energy markets are open to new competitive risks, there are now more risk management techniques as well as risk mitigation techniques. These include more sophisticated options strategies and models, and more flexible and web-based risk management software solutions that are available or under development. Weather, LNG, emissions, and renewable energy markets will follow the more traditional oil, gas, and power markets in trading and risk management arbitrage in Asia. As trading liquidity grows in the global market place, the Internet-based trading platforms will absorb much of this trading liquidity and enhance its growth. Asia is primed to be the next emerging market for energy trading.
Today, we are seeing the beginning of convergence to the multicommodity market founded on over two decades of oil trading and risk management. The extension of energy commodity trading expertise for natural gas began in North American markets in 1990 and in Europe since the late 1990s. The beginning of physical and financial markets for electric power in North America, Europe, and Australia surfaced in the mid-1990s. An active emissions trading market began in 1995 in North America. Now Asia is set to enter center stage due to its voracious energy appetite. These markets are in various states of emergence and maturity. But the key fact is that they are growing, and extending the energy risk management platform. Moreover, Internet trading of these commodities, which began as proprietary electronic
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What's on the Horizon for Asian Energy Markets trading in 1993, is now moving forward rapidly, offering lower transaction costs and global access.
The oil and gas industry has been using energy risk management tools to manage its financial risks over the past two decades, but the unprecedented price volatility in oil, gas, and electric power markets experienced since late 1998 is accelerating the industry's adoption of both financial instruments and Internet energy trading. While liquidity on the Internet today remains low, the movement to Internet trading will create its own liquidity and force the OTC paper markets for oil, gas, and power to migrate to the web. Moreover, other industry trends of consolidation, market liberalization, and privatization are creating greater risks that must be managed more proactively. The Internet will be the medium for that trade, too.
Commoditization has been accelerating into many new markets through the innovative efforts of companies who act as market makers and absorb risk. The good news is that commodity markets need more players to develop fungible financial products and provide liquidity. The world's financial institutions and major oil companies are up to the challenge.
LNG TRADING
LNG trading and hedging is following the development of a global market similar to the track that oil trading followed over 20 years ago. Growing spot trading in LNG since 1999 and the development of global gas markets have brought about the opportunity for LNG hedging. The development of the LNG spot market has been stimulated by the expiration of some 20-year supply contracts, new market entrants on the producing side, the availability of LNG tankers and LNG capacity creep (excess capacity over nameplate). The first significant hedging of LNG was for cargoes delivered into Taiwan by Mobil Oil in 1999. Since those initial market developments, trading houses and market makers are setting up structuring desks to hedge LNG cargoes. Basically, this involves using oil OTC contracts as surrogates for the natural gas, and either deconstructing the crude cocktail on which east Asian LNG prices are based or using the NYMEX Henry Hub natural gas delivery point as a price marker. In effect, the optionality of the contracts is extracted.
The new suppliers of LNG have made the market much more competitive. While east Asia still takes 75% of LNG supply, many new countries such as Spain, Turkey, France, Belgium, Germany, and the United Kingdom are adding more diversity on the consuming side. The same is true on the supply side with more suppliers including Qatar, Egypt, and Trinidad. Moreover, the re-emergence of the United States as an LNG consumer with the reactivation and expansion of its four receiving terminals (with many new ones proposed) and others have created more cargo movements and liquidity
